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INTRODUCTION
David Porter
MR. PORTER: Good afternoon. I am David Porter. I am a visiting pro-
fessor at Case Western Reserve University School of Law,' and I just want to
welcome everyone to this afternoon's session.
Brett Smith is our next speaker. He is a group director for the Automo-
tive Analysts Group, Center for Automotive Research in Ann Arbor, where
he has been since 2000.2 Before that, he was at the University of Michigan's
Office for the Study of Automotive Transportation, which is called OSAT.
For twenty years, he has divided his research efforts between automotive
industry analysis and advanced power-train technology and strategy. He
currently leads several research efforts on advanced power-train technology,
including projects on energy storage, policy, and plug-in electric vehicle in-
frastructure issues.4 He is also program director for the Business of Plugging
In, a conference held annually in Detroit.5 He has authored numerous re-
ports, ranging from materials for education and training to aftermarket strate-
gies. I welcome Brett to give his presentation.
1 Faculty, CASE W. RES. U. SCH. L.,
http://law.case.edu/FacultyResearch/MeetOurFaculty.aspx (follow "Porter, David" hyperlink)
(last visited Dec. 14, 2010).
2 Manufacturing, Engineering & Technology Group, CENTER FOR AUTOMOTIVE RES.,
http://www.cargroup.org/manufacturing.html (last visited Dec. 14, 2010).
3 Automotive Analysis, U. MICH. TRANSP. RES. INST.,
http://www.umtri.umich.edu/divisionPage.php?pagelD-47 (last visited Dec. 14, 2010).
4 BRETT SMITH, ZACHERY ADAMS, & JENNIFER WONG, CENTER FOR AUTOMOTIVE RES.,
POWERTRAIN FORECAST AND ANALYSIS: WHAT IS COMING AND WHAT ARE THE IMPLICATIONS
FOR THE SPECIALTY EQUIPMENT AND PERFORMANCE AFTERMARKET INDUSTRY (2009), available
at http://www.cargroup.org/documents/SEMApowertrain.pdf
Brett Smith, Bus. PLUGGING ELECTRIC VEHICLE CONF.,
http://www.bpiconference.com/brett-smith (last visited Dec. 14, 2010).
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UNITED STATES SPEAKER
Brett Smith*
MR. SMITH: Good afternoon, everyone. Thank you for the opportunity
to be here. My research vice president, Sean McAlinden, intended to be
here,6 but unfortunately Sean truly fell off his horse last weekend. The good
news is he is okay, so we can joke about it. The bad news is I have spent this
week going all over the Midwest and covering for Sean. I have gone through
the industry, giving a background of just about every type of discussion you
could have on the issues related to the industry. I am hoping to give you
some of that background.
To give you a little bit of background about our organization, the Center
for Automotive Research, as has been suggested, is a spinout from the Uni-
versity of Michigan.7 We spun out from the University of Michigan back in
2000. We are a not-for-profit organization.8 We still do, basically, the same
work we did at the University.
At the University, we were too much like consultants for the academics.
Now, in the not-for-profit world, we are too academic for the consultants, so
we have had to find a niche in between the two of them.
The Center for Automotive Research focuses on a wide variety of topics
in the automotive industry. We really pride ourselves on being a broad-based
research group, funded by government (most of the time). Much of our fi-
nancing is government focused.9 However, we get other foundation and oth-
er government work.
. Brett Smith joined the Center for Automotive Research in 2000 after twelve years at the
University of Michigan's Office for the Study of Automotive Transportation (OSAT). Over
the past twenty years, Mr. Smith has divided his research efforts between automotive industry
analysis, and advanced powertrain technology and strategy. He is currently leading several
research efforts on advanced powertrain technology, including such projects on energy storage
policy and plug in electric vehicle infrastructure issues. He is also program director for the
Business of Plugging In, a conference held annually in Detroit, Michigan. Mr. Smith has
authored numerous reports ranging from materials for education and training to aftermarket
strategies.
6 Staff CENTER FOR AUTOMOTIVE RES., http://www.cargroup.org/staff.htmi (last visited on
Dec. 14, 2010).
7 See Automotive Research Center, U. MICH.,
http://arc.engin.umich.edu/abt/abtuniv.html (last visited Dec. 14, 2010).
8 Car Home, CENTER FOR AUTOMOTIVE RES., http://www.cargroup.org/ (last visited Dec.
15, 2010).
9 CENTER FOR AUTOMOTIVE RES., CENTER FOR AUTOMOTIVE RESEARCH FY10 REVENUE
FUNDING SOURCES AS OF MARCH 31,2010, at 1 (2010),
http://www.cargroup.org/documents/fyl 0.pdf.
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We have four research groups. I am the director of the Automotive Anal-
ysis Group.'o We also have the Labor and Industry Group. In addition, we
have a Manufacturing, Engineering, and Technology Group and a Sustaina-
ble Transportation and Communities Group." Those cover the four areas.
We try to bring that research together in different conferences and different
forums, for instance, like this one.
We have a program in Northern Michigan every August, in Traverse City;
the program includes management-briefing seminars where we bring 1,300
to 1,400 automotive folks together to talk about the auto industry.1
Our job, in many ways, is to study the industry but it also entails taking
opportunities, like this conference, to discuss the issues of the industry with
the general public.
For twenty-seven years, we have joked around our office, unfortunately,
that we have had to give the grim reaper speech. It has been a tough twenty-
seven years overall in the auto industry. The last couple of years have been
as tough as they come.
The "Big Leave" is what many have termed the mass exodus from Detroit
of a substantial portion of the automotive industry. Approximately 117,000
people have left the Detroit Three in the last three years.13 That is an enor-
mous amount. All were difficult for the communities and states in the region
to deal with; however, it is also a starting point. There may be a positive end
to this recession. The recession has led to a complete restructuring of most
of the industry.14 It is now an industry that can compete globally on a per-
manent basis.
First, I would like to talk about macroeconomic trends that are affecting
our industry. Some of those trends are turning. Some have not yet turned.
We will move onto some other topics as we go.
Again, we think there is light at the end of the tunnel. We think there are
actually some positive things happening in the auto industry. People are be-
10 See Manufacturing, Engineering & Technology, supra note 2.
1 Id.
12 Tom Walsh, Auto Industry Breathing Easier After a Rocky 2009, FREEP.COM (July 9,
2010), http://www.freep.com/article/20100709/COL06/7090385/Auto-industry-breathing-
easier-after-a-rocky-2009.
13 Greg Gardner, Hiring Will be Auto's Sure Sign ofRecovery, DETROIT FREE PRESS, Apr.
25, 2010, at A5.
14 See generally STEPHEN COONEY ET AL., CONG. RESEARCH SERVICE, R40003, U.S. MOTOR
VEHICLE INDUSTRY: FEDERAL FINANCIAL AssISTANCE AND RESTRUCTURING (2009) (explaining
that automakers eligible for government assistance must "establish an approved restructuring
plan...."); see also Chris Isidore, Obama to Detroit: Restructure or Else, CNNMONEY.COM,
(Mar. 30, 2009, 4:17 PM),
http://money.cnn.com/2009/03/30/news/companies/autobailout-outlook/index.htm (detailing
how the government conditioned bailout money receipt on automakers' ability to restructure
their businesses).
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ing hired,' 5 and you see some positive information about it in the press. This
week I saw reporting for two of the most disliked companies in our country
due to the bailout: General Motors (GM) and Chrysler.16 There is a third
company in Detroit that is pretty strong: Ford is a company that has truly
turned around without government money.' 7 They are a company that has
gone from having no product to boasting fabulous product, from no process
to developing an incredible manufacturing process.
There are good things to talk about in Detroit and, generally, the auto in-
dustry in the Midwest. One of the things to be optimistic about is consumer
confidence and sales. We are starting to see consumer satisfaction and con-
fidence return.' 8 That is a good sign for sales, as it is one of the key indica-
tors.
Looking at the Dow Jones indicator, we lost an enormous amount of
wealth.'9 Of course, we have gotten some of that back. However, we have
not brought consumers back to a level where they are ready to jump in and
buy automobiles in large volumes. Obviously, that is going to affect car
sales for the next several years.
Another key factor used to assess car-buying ability is the strength, or in
this case weakness, of the housing sector. You see some mixed results here.
Certainly, you see the negative housing prices month-to-month for the period
we just went through. However, in the last couple of months, you start to see
that it is beginning to pick up.2 0 However, on the realistic side, it is nowhere
near where it needs to be to support an automotive market similar to what we
have seen in the past.
15 Chris Woodyard, Automakers' hiring begins to look up, USA TODAY, Jan. 14, 2010, at
IB.
16 See Press Release, Harris Interactive, Berkshire Hathaway Ranks #1 on Corporate Repu-
tation, according to 1Ith Annual Harris Interactive U.S. Reputation Quotient@ (RQ@) Survey
(Apr. 5, 2010), available at
http://www.harrisinteractive.com/vault/HarrisInteractiveNews 2010 04 05.pdf (indicating
9 of the 10 lowest ranked companies, including GM at number 54 and Chrysler at number 55,
received government bailout money).
" See id.
18 See generally Claes Fomell, ACSI Commentary August 2010, AM. CUSTOMER
SATISFACTION INDEX (Aug. 17, 2010),
http://www.theacsi.org/index.php?option=comcontent&task=view&id=22! &Itemid=238
(analyzing the recent trends in consumer satisfaction scores for the automobile industry).
19 See generally Chris Isidore, 7.9 Million Jobs Lost -Many Forever, CNNMONEY.COM
(July 2, 2010, 11:46 PM),
http://money.cnn.com/2010/07/02/news/economy/jobsgone forever/index.htm.
See generally October Case-Shiller House Price Index Down... But Take a Closer
Look, EYE ON HOUSING (Dec. 28, 2010, 5:03 PM),
http://eyeonhousing.wordpress.com/2010/12/28/october-case-shiller-house-price-index-down-
...- but-take-a-closer-look/.
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Gross Domestic Product (GDP) growth, historically, has had to be above
21three percent for the auto market to grow. We just recently returned to that
level of growth. Again, we think there are things starting to happen in the
automotive industry and the economy in general that make us think consumer
confidence is up.
Used vehicle prices are also up.22 For a while, it was very easy to get a
used vehicle, because there was no demand. The decision to buy a new car
was less appealing because you could get such a great price on a used vehi-
cle.
In terms of vehicles per household, we currently have just over two per
household.23 Based on the data we have looked at, that number should hold
steady for some time. That would potentially be a problem if not for one
thing: we are adding many households. Household formation over the next
ten or fifteen years is going to be very strong. That is a good sign for the
industry.
Also, we notice in headlines this week that we continue to lose vehicle
stock. We are taking older vehicles out of the market and putting new ones
in. That is creating-we hope, we expect, we think-at least some inkling of
demand going forward.
Remember, there is no substitute for vehicles. We love to talk about
modem urban cities and the new way of living. Nevertheless, for a strong
majority of people, the only way to get to work in the morning is by automo-
bile. It is also interesting to observe that the percentage of Americans driv-
ing to work is the same now as it was in 1970.
We had a period from about 1995 where there was an enormous amount
of sales,24 which led to a huge bubble in the automotive industry. We are
often asked if we are going back to those bubble levels, at roughly 17 mil-
lion, or if we are going to have to get used to a market more in the range of
12 to 13 million.
Realistically, we think that bubble was unique. We are going to be pay-
ing that back for quite awhile. Our forecast is that we may get back up above
trend, maybe in two or three years, but it is going to take time to get there.
21 See generally Economic Growth Slows to 1.6%; Trade Gap Widens, CBSNEWS.COM
(Aug. 27, 2010), http://www.cbsnews.com/stories/2010/08/27/business/main6810461.shtml.
22 Arlena Sawyers, Used Car Prices Expected to Remain High, AUTONEWS.COM (Sept. 17,
2010, 1:25 PM), http://www.autonews.com/article/20100917/BLOG06/100919859/1130.
23 Study Finds Americans Own 2.28 Vehicles Per Household, AUTOSPIES.COM (Feb. 12,
2008, 10:30 AM), http://www.autospies.com/news/Study-Finds-Americans-Own-2-28-
Vehicles-Per-Household-26437.
24 See generally Doron P. Levin, Domestic Vehicle Sales Rise 15% Midmonth, N.Y. TIMES
(Jan. 26, 1993), http://www.nytimes.com/1993/01/26/business/domestic-vehicle-sales-rise-15-
in-midmonth.html.
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As I was driving over this morning, I was talking to one of my former
employees who works on Wall Street. We discussed the idea that this indus-
try used to have trouble making money at 15, 16, or 17 million units. Now,
with the restructuring,2 5 they are talking about being profitable as an industry
at 11 to 12 million units. That is lowering your profitability mark from 17
down to 12, which is a huge jump down for this industry. It was important
that it happened. Part of the reason we see that trend right now is that we
think there has truly been a fundamental change in the industry.
Regarding employment, we hear so frequently about the "jobless recov-
cry,"26 and in the automotive industry, that has definitely been the case.
There has been a small rise overall in terms of manufacturing in the auto
industry, but it has been a pretty slow one, and one that has us wondering
where we are going.
IHS Global Insights, which forecasts average productivity estimates and
unemployment, shows that employment is going back up. While employ-
ment may not return to the levels it was at before, it will eventually reach a
fairly strong equilibrium.
It is interesting that, as we travel around the country, we find very differ-
ent perceptions of the automotive industry. In the State of Michigan, we see
a government that appears to want to get out of the automotive industry.27
Other states, certainly in the south, believe it is a great place to be and want
more of it.
What will drive this recovery is that we are now a low cost producer
compared to some of the larger countries. We are still not a low cost produc-
er compared to China and some of the very low cost countries, but compared
to Europe, Japan, and Canada our costs are now very competitive. The major
competitors are the Euro, the Japanese Yen, and, more appropriate for dis-
cussion in this room, the Canadian dollar. The exchange rates are bouncing
around,28 and this is a real problem for Canadian suppliers. The Canadian
25 See generally BILL CANIS & MICHAELA D. PLATZER, CONG. RESEARCH SERV., R40712,
U.S. MOTOR VEHICLE INDUSTRY RESTRUCTURING AND DEALERSHIP TERMINATIONS (2009),
available at
http://digitalcommons.ilr.comell.edu/cgi/viewcontent.cgi?article=1 672&context-keyworkpla
ce.
26 See James Surowiecki, The Jobs Crisis, NEW YORKER (Jan. 3, 2011),
http://www.newyorker.com/talk/financial/2011/01/03/110103ta-talksurowiecki.
27 See generally Son ADELAJA ET AL., LAND POLICY INST., How IMPORTANT IS THE
AUTOMOBILE INDUSTRY TO MICHIGAN'S ECONOMIC RECOVERY?: A SURVEY OF MICHIGAN
RESIDENTS (2010) (stating that Michigan representatives hope to explore new sources of in-
dustry while Michigan residents continue to rely on the automotive industry as a source of
Michigan prosperity).
28 See Jian Wang, Why Are Exchange Rates so Difficult to Predict?, 3 ECON. LETTER 1, 4
(June 2008), available at http://www.dallasfed.org/research/eclett/2008/e0806.html; see also
Canada/US. Foreign Exchange Rate (EXCA US), FED. RES. BANK ST. Louis,
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suppliers no longer have the dollar exchange rate advantage they had for so
many years. They are now losing business because, as the Big Three re-
group, the production in this country is moving to the southern states.29
Certainly, the State of Ohio has done a fabulous job working with Honda.
As you talk to folks from Ohio, they view Honda as a domestic supplier and
manufacturer.30 In many ways, they are right. Honda has done a great job
here. In essence, Honda is the northern-most of these new domestics.
It was much easier for a Canadian supplier to get across the border and
service parts when most of the production was in Ohio, Indiana, Illinois, and
Michigan.31 Now that we are putting another 1,000 to 7,000 miles on the
delivery, it makes it much more difficult to service those parts in a timely
manner.
Despite some in the State of Michigan wanting to get out of automotive
manufacturing, we still see an enormous amount of manufacturing in the
State of Michigan and, more generally, the United States. 32 Remember, au-
tomotive manufacturing is still the largest manufacturing industry in the
world. And it is still the largest manufacturing industry in this country.34
Although the industry has taken a hit and will continue to be a very competi-
tive business, it still produces an enormous amount of employment and capi-
tal.
Earlier I joked about being the grim reaper. For years, as we traveled
around the country, we showed a slide of all the closures in the country.
Eventually, because there were so many closures, we had to show Michigan
as a separate slide. In fact, we even had to dedicate an entire slide to Detroit,
as so many of the closures were located there. Although it is Michigan that
has suffered an enormous amount of closures, it is still incredible to realize
http://research.stlouisfed.org/fred2/series/EXCAUS (last updated Jan. 3, 2011) (showing the
fluctuation of Canadian dollars to U.S. dollars from 1970 to 2010).
29 Tony Van Alphen, Auto Production in Canada at 16-year Low, THESTAR.COM (Jan. 22,
2009), http://www.thestar.com/article/575139.
30 See Press Release, Ohio Bus. Dev. Coal., Honda Milestones Highlights Ohio's National
Automotive Impact (Aug. 30, 2010), available at
http://webadmin.ohiomeansbusiness.com/release/filename/227/OBDC-HondaMilestones.pdf
31 See Canada's Auto Sector: Engine ofEconomic Growth, Gov'T CAN. (Nov. 29, 2010),
http://investincanada.gc.caleng/industry-sectors/automotive.aspx (describing the growth and
success of Canada's auto industry including thirty-six high volume assembly plants within 500
kilometers of the Windsor-Detroit border).
32 See Growth Industries: Advanced Manufacturing, MICH. ECON. DEV. CORP.,
http://www.michiganadvantage.org/Targeted-Initiatives/Advanced-
Manufacturing/Default.aspx (last visited Dec. 10, 2010).
33 Garel Rhys, Which Way is the "Auto" Business Headed?, Eur. Bus. F., no. 18, 2004, at
59-60.
34 See generally OFFICE OF TRANSP. & MACH., U.S. DEP'T OF COMMERCE, MOTOR
VEHICLES INDUSTRY ASSESSMENT (2010), available at
http://trade.gov/static/Motor/20Vehicles%20Industry%20Assessment%202010%20rev5.pdf.
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how much is still there. It is not near what it was twenty or thirty years ago,
but it is still an extremely strong industry. And I think it is one that may,
through all the turmoil and negative publicity, actually come out of this as
fairly competitive. Why is that? Well, in large part, the government came to
the rescue.
The question we ask those who want to get out of the automotive industry
is why they would want to get out of an industry that their government obvi-
ously believes is so critical?
The federal government pumped $123 billion of taxpayer money into the
automotive industry.3 5 Whether you agree with that or not does not matter.
What matters is that the federal government has made it clear that manufac-
turing is still very important in this country.
The Department of Energy (DOE) received $25 billion, but gave out only
$9 billion. There is still an enormous amount of money to be given out to
support development of powertrain technologies. However, the government
has stated that this money is only to go to companies that are viable. As a
result, Chrysler and GM did not get any of this money because they have not
been viable for the last two and a half years. 3 7 Although, fairly soon, I think
we will see GM and Chrysler both get a good chunk of this money.
There is also the DOE Recovery Act, which focuses on energy storage, 38
and there has been an enormous amount of publicity about this over the last
couple of years. Approximately half of the $2.4 billion the government has
set aside for energy storage has gone to developing an advanced lithium-ion
battery in addition to cell manufacturing infrastructure. 39 It has certainly
been a very important step forward, but one that entails a lot of risk as well.
There are many folks lined up to get this money. The challenge for DOE is
figuring out who is selling actual technology and who is merely claiming to
do so. Because that has been a problem for DOE in the past, they have really
slowed down and begun to investigate the areas in which this money would
do the most good in helping to develop new energy storage technologies.
3 OFFICE OF TRANSP. & MACH., U.S. DEP'T OF COMMERCE, ON THE ROAD: U.S.
AUTOMOTIVE PARTS INDUSTRY ANNUAL ASSESSMENT 18 (2010), available at
http://trade.gov/wcm/groups/intemet/documents/article/auto reports parts20l 0.pdf.
36 See Steven Chu, Sec'y of Energy, Address at Ford's Research and Innovation Center:
Auto Loan Announcement (June 23, 2009), available at
http://www.energy.gov/news/7496.htm.
37 See Rick Newman, What's Nextfor GM and Chrysler, USNEWS.COM (April 1, 2009),
http://money.usnews.com/money/blogs/flowchart/2009/04/01/whats-next-for-gm-and-
chrysler.html.
38 American Recovery and Reinvestment Act of 2009, Pub. L. No. 111-5, 123 Stat. 115
(2009).
3 Press Release, U.S. Dep't of Energy, President Obama Announces $2.4 Billion in Grants
to Accelerate the Manufacturing and Deployment of the Next Generation of U.S. Batteries and
Electric Vehicles (Aug. 5, 2009), available at http://www.energy.gov/7749.htm.
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As its name indicates, the DOE Recovery Act intended to spur job growth
and combat unemployment. Most of the money given out so far has gone to
areas, such as Elkhart, Indiana40 and Michigan,4 1 which have the highest lev-
els of unemployment. The Act was aimed at technology development, but it
was also focused on developing jobs during the recovery.
Michigan provides a good example of how the DOE Recovery Act has
been used as a recovery fund, as the state received a substantial portion of the
Recovery Act money.42 Obviously, the governor did a very good job lobby-
ing for the money.
Four different companies are set to build lithium-ion battery cells in the
State of Michigan. One is JCI/Saft-Johnson Controls. JCI is a Milwaukee-
based company.43 Saft is a French battery technology company." Dow Ko-
kam is based in Midland, Michigan.45 Another company is Kokam, which is
a Korean battery company.4 6 We are seeing this type of partnership starting
to form in America. The third company is LG Chem, which is an electronics
company. 47 LG Chem is supplying the Chevrolet Volt battery. 48 The first
Volt batteries are coming from Korea.4 9 However, a plant in Holland, Mich-
igan will provide the next generation of Volt batteries.so We will continue to
see two systems develop: first, the manufacturing of batteries in Korea, and
4 See generally U.S. BUREAU OF LABOR STATISTICS, OCCUPATIONAL EMPLOYMENT
STATISTICS: AREA Focus ELKHART-GOSHEN, INDIANA (2009), available at
http://www.bls.gov/oes/highlight elkhart.pdf.
Press Release, Bureau of Labor Statistics, Regional and State Employment and Unem-
ployment Summary (Dec. 17, 2010), available at
http://www.bls.gov/news.release/laus.nrO.htm.
42 Gov'T OF MICH., THE RECOVERY ACT: HELPING BUILD A NEW MICHIGAN ECONOMY 1
(2010), available at
http://www.michigan.gov/documents/recovery/ReportFinal_325596_7.pdf.
3 Johnson Controls-Contact, JOHNSON CONTROLS,
http://www.johnsoncontrols.com/publish/us/en/contact.html (last visited Dec. 14, 2010).
4 Saft-Corporate Contacts, SAFT,
http://www.saftbatteries.com/Contacts/CorporateContacts/tabid/440/Language/en-
US/Default.aspx (last visited Dec. 14 2010).
45 Dow Kokam-Contact, Dow KOKAM, http://www.dowkokam.com/contactus.htm (last
visited Dec. 14, 2010).
46 Kokam-Contact, KOKAM, http://kokam.com/english/about/about05.html (last visited
Dec. 14, 2010).
47 LG Group-Company Profile, LG, http://www.lgcorp.com/about/overview.jsp (last
visited Dec. 14 2010).
48 See Tom Krisher, GM Picks S. Korea's LG Chem to Make Volt Batteries, USA TODAY
(Jan. 12, 2009, 6:00 PM), http://www.usatoday.com/money/autos/environment/2009-01-12-
volt-batteries N.htm (noting that General Motors selected LG Chem to supply lithium-ion
battery cells for its Chevrolet Volt electric vehicle).
49 See id. (noting that LG Chem is a South Korean-based company).
so Lindsay Brooke, G.M. to Make Batteries for Volt in Michigan, N.Y.TIMES (Jan. 11,
2009), http://www.nytimes.com/2009/01/1 l/automobiles/autoshow/11 BATTERY.html.
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then the transfer of that manufacturing into this country. There is a large
cluster of this type of manufacturing starting to develop in Michigan.
One of the questions we must ask, as we look at this, is whether we are
developing too much capacity, too soon, for this technology? Can these
companies supply the consumers' requirements? Will they be at some kind
of capacity to make it reliable in the near future?
This Administration's golden child is the electric plug-in vehicle. The
plug-in vehicle is viewed by many right now as "the answer." It certainly is
a fabulous technology. However, whether it is ready for primetime is an
entirely different question.
If you look at the press, and what is out there in the general public, you
start to get the feeling that these cars are going to be here tomorrow, and that
they will be affordable. The reality, however, is that they are not yet at that
stage of development. They are going to be here in a couple of months, and
they will be somewhat affordable given the $7,500 tax credit to buy one.s' In
addition, companies are trying to keep prices as low as possible, even in
some instances below cost, in an effort to develop the technology.
I conducted a survey every year for the last decade, in which I ask a group
of about twenty-five very knowledgeable powertrain experts, technology
people, program people, and not-for-profit types what their forecast is for the
next several years in terms of these technologies. Plug-in hybrid electric
vehicles (PEHVs) include the Volvo, which has the generated motor,52 Prius
with the bigger battery that you plug in,53 and the Nissan LEAF, which is all
electric and does not have any other backup.54
If you look at the group's forecast,55 you can see how the perception of
the media and general public does not match up with the actual numbers or
51 See American Recovery and Reinvestment Act of 2009, H.R. 1, 111th Cong. §1141
(2009) (Noting the possible $7,500 tax credit for purchasing qualified plug-in electric drive
motor vehicles).
52 See generally Jim Motavalli, Volvo Plans Plug-In Diesel Hybridfor 2012, N.Y. TIMES
BLOG (Sept. 25, 2009, 5:00 PM), http://wheels.blogs.nytimes.com/2009/09/25/volvo-plans-
plug-in-diesel-hybrid-for-2012/ (discussing Volvo's development of a new plug-in hybrid
vehicle).
53 See generally Prius Plug-In Hybrid, TOYOTA, http://www.toyota.com/upcoming-
vehicles/prius-plug-in/ (last visited Dec. 15, 2010) (discussing the upcoming Prius plug-in
hybrid).
54 Dean Murphy et al., Plugging In, 148 PUB. UTIL. FORT. 30,31 (2010).
5s These figures are based on Mr. Smith's survey of powertrain experts, technology people,
program people, and not-for-profit types, wherein he asked what their forecast would be for
the next several years in terms of these technologies. See Brett C. Smith, Dir., Automotive
Analysis, Ctr. for Automotive Research, Presentation at the 2010 Canada-United States Law
Institute Henry T. King, Jr. Annual Conference: Back on the Road: the Recovery of the U.S.
Auto Industry 36 (Apr. 9, 2010), available at
http://cusli.org/conferences/annual/annual_201 0/presentations/Friday%20Session%203%20-
%20Smith.pdf.
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with what experts are predicting. Assuming $2.50 a gallon gas, the group
predicted there would be 22,000 of these vehicles sold in 201 1.56 Even as-
suming $6 a gallon gas, the group predicted that sales would only be
74,000. Furthermore, the group projected sales of 169,000 and 518,000,
respectively, in the year 2015 . In the media, you get the impression that
there are going to be millions of these vehicles sold.
What these projections tell us is two things. First, transitioning to PEHVs
is not going to happen quickly. Certainly, it is a huge economic change in
the way we measure energy. The second is, even if we do that, $6 a gallon
seems like a really different paradigm. It is safe to assume that we are not
going to be selling millions and millions of these vehicles any time soon. It
is going to be a long, slow process getting to that point.
On the way there, we sometimes forget about the other technologies. For
example, we forget about hybrids. Remember, the Toyota Prius has been on
the road for about thirteen years, and it still comprises only two to three per-
cent of market share. 59 Prius is a fabulous vehicle. Ford Fusion is also a
fabulous vehicle. They do many good things. However, many consumers
still look at them and conclude that the cost equation is just not where it
needs to be. Not to mention, the cost equation becomes even less appealing
to consumers when you add another $5,000-10,000 for the battery that is
required for an electric vehicle.
We asked those we surveyed what they thought about the hybrid, and
where that market might go. They felt that in 2011 there is going to be a
pickup in hybrid sales and that we are going to get up to about five percent.
We are headed over three percent this year, and we will probably get to about
three and a half to four next year. So, there is room for growth.
When the panel of those surveyed assumed six-dollar-a-gallon gas, they
projected the market share for hybrids would be twenty percent of the market
in 2015 .60 That is a fairly large bump going forward, but that is not the com-
plete market. We are still looking at a very diverse market. It is not just
about electric vehicles. As you can see on the bottom of this slide, there is a
continuum of technologies available to improve automotive energy efficien-
cy, from gasoline and diesel engine adjustments on the left to plug-in vehi-
cles (hybrid and plug-in hybrid) on the right.6 These technologies are placed
on the continuum in accordance with their cost for one percent reduction.62
56 id
57 id.
58 id
5 Alex Taylor III, Toyota: The Birth of the Prius, FORTUNE (Mar. 6, 2006, 10:32 AM),
htg://money.cnn.com/2006/02/17/news/companies/mostadmiredfortune toyota/index.htm.
SmrrH, supra note 55, at 38.
61 Alat 39.
62 id
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In other words, the technologies on the left are much less expensive, much
quicker to implement, and much more cost-effective.63
The panel did not even consider the plug-in electric vehicle, because the
costs are too high for too long. Until the year 2017, it does not even come
into play because it would simply be too expensive.
The Administration realizes that in the short-term hybrids and plug-ins
will not be cost effective. While it recognizes the need to shift to electric
vehicles, and has set a long-term goal to do so," it also recognizes the need
to develop short-term answers for getting better fuel economy. This, of
course, involves developing strategies for working with technologies on the
lower-end of the cost spectrum.
If you look at these different options, there are fairly high costs going
forward. But, as consumers, we have an incentive to change, and we are
going to change very soon.
With that, I would like to wrap up. I want to spend some time answering
questions. Are there any questions?
DISCUSSION FOLLOWING THE REMARKS OF BRETT SMITH
MR. GROETZINGER: Before General Motors went into bankruptcy,
they predicted they would lose tremendous market share if they had to do
so. Fortunately, they came out very quickly. I wonder whether that predic-
tion came true at all and whether the statistics are different in the United
States and Canada.
MR. SMITH: Our director, senior vice president of research, and a cou-
ple of our researchers were at General Motors (GM) and started talking about
bankruptcy three years ago. The executives responded that they would never
consider that because you cannot go through bankruptcy as a car company.
The perception has always been that a car company cannot go into bankrupt-
cy and survive. Obviously, that was not the case.
As you mentioned, the key factor was that no one ever imagined a com-
pany could go through bankruptcy so quickly. Obviously, it was driven by a
gentleman in the White House with some experience in bankruptcy law.66
63 Id
64 Charles Lane, Editorial, Obama's Electric-car Cult, WASH. PosT, Oct. 30, 2010, at A15.
65 See Mark Kleinman, GM Warns ofBankruptcy Impact, TELEGRAPH (Mar. 7, 2009, 10:19
PM), http://www.telegraph.co.uk/finance/newsbysector/transport/4954060/GM-wams-of-
bankruptcy-impact.html.
66 See Bill Vlasic, Obama is Said to Drop Plan for 'Car Czar' to Fix Detroit, N.Y. TIMES,
Feb. 15, 2009, at Al (stating "Mr. Obama is designating the treasury secretary, Timothy F.
Geithner, and the chairman of the National Economic Council, Lawrence H. Summers, to
oversee a presidential panel of the auto industry.").
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He did a wonderful job from a distance shepherding them through the pro-
cess.
They lost and continue to struggle with market share. 67 But they did not
lose it to an extent anywhere near what we thought they would. In fact, they
remained-if not for that two-month period where market share died signifi-
cantly-fairly close to the trend they were on before going into bankruptcy.
It has actually been much better than we anticipated.
Although they are still losing market share, it is important to remember
that sales drive market share. Sales can be driven by consumer pull or vehi-
cle manufacturer push, i.e., lowering the price to incentives. GM has been
good about restraining itself on pricing and maintaining a reasonable profit
per vehicle. In that sense, they have done a good job; however, it has come
at the expense of losing some market share in the past few months.
I think the biggest challenge remaining for GM is that people perceive
them as one of the most disliked companies in the country, largely due to the
bankruptcy and government investment. 68 As we move forward, however, I
think this perception will slowly dissipate. GM does have a pretty darn good
product, as good as anybody else in the world in many aspects. People do
not realize that. GM may not see a significant increase in market share, but
we are going to see them level off solidly in the next year or so.
MR. CRANE: In Ontario, I run into people all the time who describe the
automotive industry as a smoke stack industry, and yet when you look at the
data, it is one of the most knowledge-intensive industries in our economy. If
you look at rankings of expenditures on research and development by the
major industries, it is right up at the top, or very close to it.69
The technological improvements in the automotive industry in the last fif-
teen or twenty years has really been quite phenomenal when you think about
it. Now, my wife and I sell our car once every ten years because they are
6 See David Welch, GM Pushes for Buzz, but Market Share Fizzles, BLOOMBERG
BusINESSWEEK (Apr. 1, 2010),
http://www.businessweek.com/autos/autobeat/archives/2010/04/gm_pushes-for buzz but ma
rketsharefizzles.html (stating "[t]he bottom line is that GM's market share fell to 17.6 per-
cent, down from 18 percent this time last year and well off the 18.7 percent pace the company
has set for this year.").
68 See Jeff Green & Angela Greling Keane, Americans Saying 'No' to Toyota; Ford Most
Popular, BLOOMBERG (Mar. 25, 2010, 12:09 PM),
http://www.bloomberg.coml/apps/news?pid=newsarchive&sid=aaU6VAG.43hg (discussing a
poll that ranks General Motors near the bottom in consumer favorability of major U.S. au-
tomakers).
69 See Barry Jaruzelski & Kevin Dehoff, How the Top Innovators Keeping Winning,
STRATEGY + Bus. MAG. 10 (Winter 2010), http://www.booz.com/media/file/sb6l_10408-
R.pdf (noting changes in R&D expenditures among the world's 20 highest R&D business
spenders).
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lasting so long. That is a big difference from the planned obsolescence of the
60s and 70s.
But what I wanted to ask you was, will these new fuel efficiency targets,
which have been announced, require very much more investment in technol-
ogy advancement to reach those targets, or are they pretty close to having the
technology to reach those targets now?
MR. SMITH: You bring up three wonderful points, and let me get to that
last question at the end. Remind me if I get lost.
First, it is undeniable that management in the auto industry has been bad
for a long time. Even the auto industry recognizes this fact. I know people
at the big companies that come to me and say they sit in meetings with these
people and do not know what they are thinking. While there are good people
working in the system, the system---especially in the larger companies-
became so structured that the message never got through to management.
That was a big part of the problem.
In addition, you make a good point about the automotive industry being a
very high-tech industry. Many people do not believe this to be true. Every-
one thinks you are just bending metal and pounding it out. In fact, there is an
enormous amount of research and engineering that goes into manufacturing
cars. The State of Michigan has an incredible amount of research and devel-
opment in the automotive industry. It is second only to California in terms of
research and development investment.70
An area of technology that is critically important is the electrification of
the vehicle. In many ways, that is truly cutting-edge technology. There is a
program at the University of Michigan called the Engineering Systems
Group,7' which looks at the chemistry, electronics, and grid in the vehicle as
one entity. Compared to what most people think of the automotive industry,
that is pretty hi-tech.
We have to refine the turbine combustion engine a lot to get it to where
we need to be. In other words, we must create the electricity of the vehicle-
whether hybrid, plug-in hybrid, or hydroelectric. All of that is going to cost a
lot more money than we have right now. The real argument becomes, how
much is it going to cost?
The Administration just released their estimate that it will cost around
$1300.72 After analyzing it, they figured it would be a less than $800-900 per
70 See NATIONAL SCIENCE FOUNDATION, NATIONAL PATTERNS OF R&D RESOURCES: 2008
UPDATE 1-2 (2008), available at http://www.nsf.gov/statistics/nsfl0314/pdf/tab9.pdf (listing
U.S. states expenditures on research and development in various categories, including spend-
ing by state businesses).
71 See generally Engineering Systems Group, U. MICH. TRANSP. RES. INST.,
http://www.umtri.umich.edu/divisionPage.php?pagelD=291 (last visited Jan. 3, 2011) (giving
an overview of the Engineering Systems Group at the University of Michigan).
72 See generally Federal Tax Credits for Hybrids, U.S. DEPT. ENERGY,
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vehicle cost. However, the industry will tell you that is a significant underes-
timate. Some would say that it will cost two or three times that amount. In
reality, it will probably be more than $600-700 per vehicle, but probably less
than $3,000-4,000 per vehicle. We are going to be paying more for the same
size vehicle. If we switch to smaller vehicles, that tends to change the equa-
tion a little bit. However, in terms of what we are driving now, we are going
to have to pay significantly more to get better fuel economy. This is not nec-
essarily a bad thing.
MR. CRANE: May I just add a quick follow up? You did not refer to
fuel cell technology. I just want to know whether that has become marginal-
ized out of discussion, or it is just too far down the road in terms of adoption?
MR. SMITH: There are two or three answers to that. The politically in-
correct answer is that that was the previous Administration's pet project, not
the current Administration's. The other is that fuel cells have always been
ten years out. Actually, I know the person who brought fuel cell technology
to General Motors in the 1960s, and he told me that when they brought it and
showed it to the executives, they said it was ten years out. Then ten years
later, they came back and said they thought they figured it out, and in ten
years, they were going to do it. There were about nine companies in the 80s
who tried and then forgot about it. In the late 90s, they brought it back out
and said they thought they were almost ten years out. When I talk to them,
do you know how far away it is? Ten years.
MR. HERMAN: I have two questions. First, you did not address the role
of a parts sector. It seems to me that the parts sector is as much involved in
this as the assembly sector. The Detroit Three are assemblers. The parts
sector is a Canada-United States industry. I would like you to address it, if
you could, in a Canada-United States context.
Secondly, I would like to return to the issue of assemblers moving to the
southern United States, which seems to be a fairly risky proposition for Can-
ada-based part suppliers. Can you comment on that? Is that really a limiting
factor, or are freight rates so low that it does not matter that much?
MR. SMITH: Frankly, the parts industry is one of the things we talk
about in our organization and with others in the industry as still being a ma-
jor problem. The parts industry has not consolidated as much as we thought
it would over the last twenty-four months. We thought there would be much
more rationalization. Clearly, the parts sector was, and is, too big.
If you look at it historically, in the 1980s many Japanese companies came
in and added to North American capacity. In addition, European companies
added to North American capacity. Those companies are all still here, as is
much of the old North American capacity.
http://www.fueleconomy.gov/feg/taxhybrid.shtml (last modified Jan. 25, 2011) (giving val-
ues for federal hybrid tax credits).
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We think there still might be a rationalization group in the supply place,
and that could be a real problem because you are going to get cost pressures
from a healthy supplier who would normally bid in a reasonable plus profit.
Rates are going to get competition from these other suppliers that have
access capacity or just want to stay in business. That is how the assembly
plants and manufacturers got in trouble, too much capacity. We got rid of
the assembly plant capacity in North America. However, we have not done
as good a job in the parts sector as a whole, which will continue to be a struc-
tural challenge.
Concerning the American automotive industry moving south, the Canadi-
an industry is absolutely scared to death of the hollowing out of the core auto
industry. Parts suppliers that were traditionally servicing the Detroit-based
manufacturers are now looking for other partners. Ontario is very fortunate
because they have Toyota and Honda in the region. They have some famili-
arity with those companies. However, the problem is they do not have famil-
iarity with BMW, Volkswagen, Nissan, Kia, Mercedes, and other companies
located primarily in the Southern United States. It is tough in this market to
sell to a company located down there. The Canadian parts suppliers are start-
ing to feel that in a significant way.
Obviously, the hope is that the core does not go away, and that it eventu-
ally rebounds. Canadian parts suppliers are always going to service the core.
However, the southward movement of the automotive industry is a real chal-
lenge for Canadian parts suppliers. Freight is going to be an issue. Frankly
speaking, if I am a car company and have a Canadian supplier and Mexican
supplier, I am probably going south. So, that is the cold hard truth.
MR. MCILROY: My question arises from an announcement made last
Friday in Ottawa in which Canada said they were going to adopt continental
regulations for fuel efficiency.73 My understanding is that those regulations
initially came from California and then the Province of Quebec adopted
them. The Province of Quebec basically told the federal government of Can-
ada that these should be the standards for Canada. Ottawa said there was no
way they were going to go back. However, two months later, they adopted
the regulations. How are regulations for fuel efficiency and other issues be-
ing developed in the United States? They seem to be coming out of the
states. Where do they come from? Do they come from the States and Wash-
ington adopts them?
MR. SMITH: In a room full of lawyers, this is probably one of the most
difficult legal and constitutional battles in the industry. I have four minutes
73 Shawn McCarthy, Ottawa Follows U.S. Lead on Fuel-Efficiency Standards for New
Cars, GLOBE & MAIL (Apr. 1, 2010, 8:49 PM),
http://www.theglobeandmail.com/news/politics/ottawa-follows-us-lead-on-fuel-efficiency-
standards-for-new-cars/article 1520997/.
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here, and I will see if I can do this without getting into too much trouble.
This is a very dangerous area.
Historically in the United States, for three and a half decades, the Envi-
ronmental Protection Agency (EPA) and the International Highway Trans-
portation of Safety worked together to create a fuel economy standard, a min-
imum requirement for the fleet of vehicles. 4
MR. MCILROY: That covers all of the United States?
MR. SMITH: Yes, that covers the United States. It is one law for the en-
tire fifty states. In essence, that was a fuel end. That was a fuel end for how
much you are burning.
California looked at this and decided that carbon dioxide is a pollutant
and, therefore, they could monitor pollutants going out. It was not consid-
ered a pollutant in the initial laws. However, the EPA ruled two years ago
that it is a pollutant. This permitted California to have a greenhouse gas
emissions law, which, in essence, is nothing more than a fuel economy law,
because it reduces emissions out as well as reducing the input of fuel. There-
fore, California's law was able to pass muster. Then, fourteen other States,
plus Canada, said they liked the law. At that point, the Obama Administra-
tion added that it felt the car companies should have just one law to follow.
California had to accept this law until 2016, after which, they will have the
opportunity to write a new law. California has already begun to write that
law. In many ways, it is good that California pushed the issue. We now
have a national standard for fuel economy, which, curiously enough, is very
close to the California carbon dioxide law.
MR. MCILROY: So it goes California, Washington, Ottawa?
MR. SMITH: Yes, but it is driven by the California Resource Board, and
they have really forced the hand of the Government by bringing the EPA
case to the Supreme Court and arguing it was a pollutant.76
MR. MCILROY: Thank you.
MR. SMITH: I think that ends my time.
MR. UJCZO: Please join me in thanking Brett.
74 See, e.g., ENvTL. PROT. AGENCY, LIGHT-DUTY VEHICLE GREENHOUSE GAS EMISSION
STANDARDS AND CORPORATE AVERAGE FUEL ECONOMY STANDARDS (2010), available at
http://www.epa.gov/oms/climate/regulations/420rl 0012a.pdf.
7 John Broder, E.P.A. Clears Way for Greenhouse Gas Rules, N.Y. TIMES, Apr. 17, 2009,
at A15.
76 Samantha Young, Cahfornia Sues EPA Over Global Warming, WASH. POST (Nov. 8,
2007, 7:00 PM), http://www.washingtonpost.com/wp-
dyn/content/article/2007/11/08/AR2007110801123pf.html.
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